
COMMONWEALTH OF KENTUCKY 

BEFORE THE P U B L I C  SERVICE COMMISSION 

In  t h e  Matter of:  

THE APPLICATION OF LYDA GAS COMPANY ) 
FOR A RATE ADJUSTMENT PURSUANT TO 

) CASE NO. 9600 THE ALTERNATIVE RATE F i L I N G  1 
PROCEDURE FOR SMALL U T I L I T I E S  1 

O R D E R  

I T  IS ORDERED t h a t :  

1 .  The S t a f f  Audi t  Report  for Lyda Gas Company ("Lyda") 

a t t a c h e d  h e r e t o  a s  Appendix A s h a l l  be i n c l u d e d  a s  a p a r t  of t h e  

r e c o r d  i n  t h i s  p r o c e e d i n g .  

2 .  Lyda shall have  u n t i l  t h e  close of b u s i n e s s  o n  

September 1 1 ,  1986,  or w i t h i n  2 w e e k s  from t h e  d a t e  of t h i s  Order, 

whichever  is l a t e r ,  to f i l e  w r i t t e n  comments c o n c e r n i n g  t h e  con- 

t e n t s  of Appendix A .  

Done at Frankfort, Kentucky, this 29th b Y  Of August, 1986. 

PUBLIC SERVICE COMMISSION 

/L& 
kor t h e  Commiseion 

ATTEST: 

E x e c u t i v e  Director 



APPENDIX A 

APPENDIX TO AN ORDER OF THE P U B L I C  S E R V I C E  COMMISSION 
I N  CASE NO. 9600 DATED A m  29, 1986. 
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REPORT ON THE 

L I M I T E D  SCOPE AUDIT 

OF 

LYDA GAS COMPANY 

- 

A u g u s t  25r 1986 

PREFACE 

On J u l y  1 4 ,  1986, t h e  u n d e r s i g n e d  c o n d u c t e d  a n  e x a m i n a t i o n  of 

t h e  f i n a n c i a l  r e c o r d s  of Lyda G a s  Company (.Lyda") a t  t h e  o f f i c e  

of Mr. Robert Cornstock, Jr.* i n  M a r t i n ,  Kentucky.  The p u r p o s e  of 

t h e  e x a m i n a t i o n  was to v e r i f y  t h e  a c c u r a c y  of t h e  1985 O p e r a t i n g  

S t a t e m e n t  of Lyda i n  c o n n e c t i o n  w i t h  L y d a ' s  p e n d i n g  Rate Case No. 

9600. The a u d i t  was l i m i t e d  to  t h e  c a s h  receipts and d i s b u r s e -  

m e n t s  of t h e  12-month p e r i o d  e n d i n g  December 31 ,  1985.  

AUDIT FINDINGS AND EXCEPTIONS 

The a c c o u n t i n g  r e c o r d s  of Lyda are s e v e r e l y  d e f i c i e n t .  For 

t h e  p e r i o d  u n d e r  r e v i e w ,  o n l y  a f e w  i n v o i c e s  w e r e  a v a i l a b l e .  Bank 

s t a t e m e n t s  and c a n c e l l e d  c h e c k s  were a v a i l a b l e  for 11 of t h e  12 

months  r e v i e w e d .  A number of c h e c k s  w i t h i n  t h e  s e q u e n c e  f o r  t h e  

period r e v i e w e d  w e r e  n o t  a c c o u n t e d  for e i t h e r  t h r o u g h  bank  c a n c e l -  

l a t i o n  or vouche r .  The bank  a c c o u n t  of Lyda i e  a v a i l a b l e  t o  t h e  

Aolb rooks  for a p p a r e n t l y  a n y  purpose and many c h e c k s  w e r e  w r i t t e n  

for p e r s o n a l  e x p e n d i t u r e s .  H r .  Mabry Holbrook  also owns R i g h t  

Beave r  G a s  Company ( " R i g h t  B e a v e r " )  and i t  is a p p a r e n t  t h a t  t h e  

p e r s o n a l  f u n d s  of Mr. H o l b r o o k ,  R i g h t  B e a v e r  and Lyda are com- 

mingled. 



Mr. Comstock p r e p a r e d  t h e  1 9 8 5  Annual  R e p o r t  for Lyda u s i n g  

t h e  a v a i l a b l e  records. Under. t h e  c i r c u m s t a n c e s  , Mr. Comstock 

p r e s e n t e d  a r e a s o n a b l e  o p e r a t i n g  s t a t e m e n t  w i t h  o n l y  a f e w  excep- 

t i o n s ,  however ,  t h e  b a l a n c e  s h e e t  is t o t a l l y  u n r e l i a b l e .  Due t o  

t h e  l i m i t e d  scope of t h i s  a u d i t  and  s ince t h e  f u n d s  of Lyda are 

commingled ,  n o  attempt h a s  b e e n  made h e r e i n  t o  correct t h e  b a l a n c e  

s h e e t .  I n  f a c t ,  i t  would b e  v i r t u a l l y  impossible t o  p r o d u c e  a 

completely accurate balance s h e e t  a n d  income statement due to t h e  

f a c t  t h a t  v e r y  few r e c o r d s  h a v e  been  m a i n t a i n e d  by Mr. Holbrook .  

A t h o r o u g h  a u d i t  of M r .  Holbrook ,  R i g h t  Beaver,  and Lyda would be 

r e q u i r e d  t o  p r o d u c e  a c c u r a t e  f i n a n c i a l  s t a t e m e n t s .  

S c h e d u l e  I ,  a t tached,  c o n t a i n s  an a d j u s t e d  o p e r a t i n g  state- 

ment  r e f l e c t i n g  t h e  f i n d i n g s  of t h i s  a u d i t  report .  F o l l o w i n g  is a 

d i s c u s s i o n  of t h e  f i n d i n g s  w i t h  r e g a r d  to  t h e  e x p e n s e s  r e p o r t e d  i n  

t h e  1985  Annual  Report: 

408.1 T a x e s  O t h e r  Than  Income T a x e s  $ 5 5 4  

1 9 8 5  Property T a x e s  $160.75 
S c h o o l  Tax 271.62 
Sales  Tax 122.63  

$554.95 

I n  a c c o r d a n c e  w i t h  t h e  Uni form Sys tem of Accounts t h e  s c h o o l  

t a x e s  a n d  sales taxes s h o u l d  n o t  be reported a s  t a x  e x p e n s e .  

T h e s e  items s h o u l d  b e  c h a r g e d  to  Account  N o .  241 - Tax C o l l e c t i o n s  

p a y a b l e  and d e b i t e d  for l i k e  mounts  when r e m i t t a n c e  is made to 

appropriate  a u t h o r i t i e s .  Any amoun t s  remaining i n  Accoun t  241 

s h o u l d  b e  c r e d i t e d  to Accoun t  No. 495  - O t h e r  Gas Revenues .  An 
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a d j u s t m e n t  s h o u l d  be made t o  r e d u c e  t h e  1 9 8 5  T a x e s  O t h e r  Than  

Income T a x e s  b y  $394.25.  

427 I n t e r e s t  on  Long-Term D e b t  $1,200 

Hr. Holbrook  s t a t e d  t h a t  i n t e r e s t  i s  paid d i r e c t l y  to  W r .  

A l b e r t  A.  F r e d e r i c k  o n  a l o a n  to  a c q u i r e  Lyda.  N o  d o c u m e n t a t i o n  

of a n y  paymen t s  d u r i n g  1 9 8 5  was a v a i l a b l e  a n d  no  paymen t s  were 

made from L y d a ' s  c h e c k i n g  a c c o u n t .  F u r t h e r m o r e ,  no  l i a b i l i t y  has 

been  e s t a b l i s h e d  o n  t h e  b o o k s  of Lyda. A s  a p a r t  of Case No. 

8427,  The P u r c h a s e  and Sale of t h e  Lyda G a s  Company, I n c . ,  t h e  

p u r c h a s e  of Lyda w a s  approved a n d  Mr. Holbrook  w a s  a u t h o r i z e d  t o  

p u r c h a s e  t h e  stock of Lyda from Mr. F r e d e r i c k  a t  a price of 

$20,000. S i n c e  t h e  p u r c h a s e  was i n  t h e  form o f  a s t o c k  a c q u i s i -  

t i o n ,  t h e  l i a b i l i t y  for repayment of t h e  ob l iga t ion  is M r .  

Holbrook's p e r s o n a l  l i a b i l i t y  and not a liability of Lyda. T h u s ,  

t h e  r e c o r d i n g  of i n t e r e s t  e x p e n s e  o n  t h e  b o o k s  of Lyda is n o t  

proper and  t h i s  a c c o u n t  has b e e n  d e c r e a s e d  b y  $1 ,200 .  

730 P u r c h a s e d  Gas Expense  $3,366 

Gas is p u r c h a s e d  f r o m  Mr. F r e d e r i c k  based o n  t h e  amount  

r e c o r d e d  a s  s o l d  t h r o u g h  customer meters. The c a n c e l l e d  c h e c k s  of 

Lyda r e f l e c t e d  t h a t  o n l y  $1,508 w a s  p a i d  t o  M r .  F r e d e r i c k  d u r i n g  

1985.  T h e r e f o r e ,  the d i f f e r e n c e  be tween  t h e  amount  p a i d  and t h e  

cost of gas based o n  m e t e r e d  s a l e s  of $3,366 should be s e t  up as 

an account p a y a b l e  a t  December I, 1985. 

767 M a i n t e n a n c e  L i n e s  $150 

In d i s c u s s i o n s  w i t h  #r .  Holbrook  and  M r .  Comstock, it w a s  

r e v e a l e d  t h a t  this was t h e  e s t i m a t e d  cost of r e p a i r i n g  a l e a k  i n  a 

gas l i n e .  No d o c u m e n t a t i o n  of t h i s  e x p e n s e  was a v a i l a b l e  and  b o t h  
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pat-t ies i n d i c a t e d  t h a t  t h e s e  e x p e n s e s  c o u l d  h a v e  been a c c o u n t e d  

for i n  o ther  e x p e n s e s .  T h e r e f o r e ,  t h i s  amount  is n o t  a v a l i d  

e x p e n s e  for t h i s  period a n d  h a s  been e x c l u d e d  i n  t h e  a d j u s t e d  

e x p e n s e s .  

903 S u p p l i e s  and  Expenses $1,990 

Expenses Documented by 

Gas P u r c h a s e s  ( C a s h )  337.05 
C a n c e l l e d  Checks  $ 1 , 4 8 4  37 

Misc. P u r c h a s e s  ( C a s h )  1 6 8  - 7 4  
$1,990.16  

The cash e x p e n s e s  l i s t e d  above t o t a l i n g  $505.79 were probably 

not paid from t h e  funds  of Lyda. Three checks t o t a l i n g  $95 were 

w r i t t e n  to  S a l i s b u r y  M e t h o d i s t  Church.  These  checks  were e v i d e n t -  

l y  for c o n t r i b u t i o n s  a n d  s h o u l d  n o t  be r e p o r t e d  as operating 

expenses of t h e  gas utility. T h e s e  c h e c k s  r e p r e s e n t  a d o n a t i o n  

which  s h o u l d  be a c c o u n t e d  for i n  Account  N o .  426 .1  - D o n a t i o n s .  

TWO c h e c k s  totaling $514.85 were, according to Mr. Holbrook, 

for the purchase  of gas meters and steel s h e l v i n g  for s t o r i n g  of 

meters. T h i s  cost s h o u l d  be c a p i t a l i z e d  a n d  depreciated or 

included i n  Mater ia ls  and  Supplies u n t i l  f i n a l  d i s p o s i t i o n  is  

made. N o  i n v o i c e s  were a v a i l a b l e  to  ascerta in  t h e  a p p r o p r i a t e  

a c c o u n t s  t o  which  t h e s e  Coat6 s h o u l d  be charged. T h e r e f o r e ,  no 

a d j u s t m e n t  has b e e n  made to  record d e p r e c i a t i o n  e x p e n s e  o n  t h e s e  

i terns. 

one check in the amount  of $ 2 5 5 . 7 5  was for bottled gas pur- 

c h a s e d  to h e a t  the building r e n t e d  by Lyda from Mr. Holbrook. I t  

w a s  i n d i c a t e d  b y  M r .  Holbrook t h a t  t h i s  e x p e n s e  would n o t  be 
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i n c u r r e d  i n  t h e  f u t u r e  s i n c e  t h e  b u i l d i n g  is n o  l o n g e r  owned by 

Mr. Holbrook  and n o t  r e n t e d  by Lyda. 

9 2 1  O f f i c e  Supplies and Expenses  $401 

Four  c h e c k s  t o t a l i n g  $282.21 were w r i t t e n  t o  Kentucky Bower 

Company for e l e c t r i c i t y  at t h e  b u i l d i n g  rented by Lyda d u r i n g  par t  

Of 1985. 

924 Property I n s u r a n c e  $300 

T h i s  e x p e n s e  w a s  n o t  documented and not paid for from Lyda's 

a c c o u n t  d u r i n g  1985. Mr. Holbrook s t a t e d  t h a t  t h i s  was paid out 

of his personal a c c o u n t  a n d  w a s  for l i a b i l i t y  i n s u r a n c e .  

929 D u p l i c a t e  C h a r g e s  - C r e d i t  $281 

T h i s  amount  c o n s t i t u t e d  t h e  r e f u n d s  of customer depos i t s  a n d  

s h o u l d  n o t  be i n c l u d e d  i n  t h i s  a c c o u n t  or a s  a n  o p e r a t i n g  e x p e n s e .  

R e f u n d s  of c u s t o m e r  deposits s h o u l d  be debi ted to Account  No. 235 

- Customer  Deposits and  credited to Accoun t  No. 130 - Cash a n d  

Working Funds.  

931 R e n t s  $1,800 

T h i s  e x p e n s e  was reported for ren ta l  of a b u i l d i n g  by Lyda 

from M r .  Holbrook. No checks were i s sued  d u r i n g  1985  for payment 

of t h i s  expense a n d  no l i a b i l i t y  was e s t a b l i s h e d  t o  reflect  any 

r e n t a l  costs d u e  from Lyda. Mr. Holbrook s t a t e d  t h a t  h e  n o  l o n g e r  

owned this b u i l d i n g  and  Lyda w o u l d  n o t  be r e n t i n g  t h i s  b u i l d i n g  i n  

t h e  future. 

RECOMMENDATONS 

Due to  t h e  l i m i t e d  scope of t h i s  a u d i t ,  no  a t tempt  has been 

made i n  t h i s  report to a d j u s t  for all of t h e  improper a c c o u n t i n g  
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practices observed. The f i n a n c e s  of Lyda are kept. i n  a very  hap-  

hazard ma.nner. P e r s o n a l  expenses of t h e  Holbrooks are paid o u t  of 

t h e  Lyda a c c o u n t  on a r o u t i n e  bas i s  and  t o t a l l y  i n a d e q u a t e  records 

are m a i n t a i n e d  by Lyda. A l s o ,  some l e g i t i m a t e  expenses  of Lyda 

are paid from p e r s o n a l  or other a c c o u n t s  of M r .  Holbrook and n o  

l i a b i l i t y  or e x p e n s e s  has b e e n  e s t a b l i s h e d  for these amounts .  

There is s u b s t a n t i a l  e v i d e n c e  t h a t  t h e  p e r s o n a l  e x p e n s e s  of M r .  

Ho lb rook  and L y d a ' s  expenses  are  also commingled w i t h  expenses of 

R i g h t  Beaver, a lso owned and  o p e r a t e d  by  Mr. Holbrook .  

Lyda s h o u l d  i m m e d i a t e l y  e s t a b l i s h  a separate bank a c c o u n t  for 

t h i s  o p e r a t i o n  and  d i s c o n t i n u e  the pract ice  of p a y i n g  personal 

expenses from the Lyda a c c o u n t .  Documen ta t ion  s h o u l d  be required 

from a l l  pa t t ies  r e c e i v i n g  f u n d s  from Lyda and  i n v o i c e s  s h o u l d  be 

m a i n t a i n e d  for every d i s b u r s e m e n t  w i t h  r e f e r e n c e  to checks issued 

i n  payment  t h e r e o f .  A c a s h  d i s b u r s e m e n t s  l e d g e r  s h o u l d  be estab- 

l i s h e d  to f a c i l i t a t e  t h e  proper a c c o u n t i n g  for expenses. Lyda 

s h o u l d  ob ta in  a c o p y  of t h e  Uniform Sys tem of A c c o u n t s  f o r  G a s  

U t i l i t i e s  and  e s t a b l i s h  and  m a i n t a i n  i ts  records i n  accordance 

w i t h  t h e  a c c o u n t i n g  provis ions c o n t a i n e d  t h e r e i n .  

R e s p e c t f u l l y  S b m i t t e d ,  B 

Gas- and q1ecf;ric Revenue R e q u i r e m e n t s  
Branch 
R a t e s  and Tariffs D i v i s i o n  
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Schedule I 

.- 
I .  

INCOME STATEMENT 

LYDA GAS COMPANY 

December 31, 1985 

Per Annual 
Acct. Report f o t 

Operating Revenues: 

480 R e s i d e n t i a l  S a l e s  $ 8 , 3 4 6  $ -0-  
481 Commercial and 

I n d u s t r i a l  Sales 1 , 9 2 3  -0- 

T o t a l  Gas Operating Revenues $ 10,269 $ -0- 

No. Account N a m e  12-31-85 Adjustments 

O p e r a  t ing Expenses : 

730 
767 
901 
903 
921 

924 
9 2 5  
929 

931 

Natural Gas Purchases 
Maintenance of Lines 
Meter Reading Labor 
Supplies and Expenses 
O f f i c e  Supplies and 

Property Insurance 
I n j u r i e s  and Damages 
Duplicate Charges - 
Rents  

Ex pen 8e s 

Credit 

$ 3,366 
1 5 0  
562 

1 , 9 9 0  

4 8 1  
300 

4 7  

28 1 
1,800 

T o t a l  Operating and 
Maintenance Expenses  $ 8 ,977  

N e t  Operating Income s 1,292 

Income Taxes $ 554 
426 Non Utility Deduct ions  -0 -  

Debt 1 , 2 0 0  

408 .1  Taxes other Than 

427 Interest on Long-Term 

NET INCOME <LOSS> $ <462> 

$ - 0 -  
< 1 5 0 >  

-0- 
<610> 

-0- 
-0- 
-0- 

(281)  
-0- 

$ < 1 , 0 4 1 >  

$ 1 , 0 4 1  

$ < 3 9 4 >  
9 5  

<l,200> 

$ 2,540 

Ad j ueted 
Per A u d i t  

$ 8 ,346  

1,923 

$10,269 

$ 3,366 
-0-  
562 

1 , 3 8 0  

481  
300 

4 7  

-0- 
1,800 

$ 7,936 

$ 2,333 

$ 160 
9 5  

-0-  

$ 2 ,078  


